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Increasingly serious inflationary pressures are ; accentuating the d< e- 
lncreabingdy inflation has been marked by an 

Cline in the ^fbXetaryT^its financed by new printings of rupiahs. 

1^964 ^deficit retched 45 percent of total budgeted es 
The cost-of-living index for the urban consumer went up about 90 p 
cent, but increases in wages were minor. 

In addition to difficulties prob- 
ments obligations rcac ung a o $ provided sufficient foreign 

lem of foreign exchange. ^°' tS “™ e de d raw materials, capital 

exchange to permit impor of economy . Proposed reme- 

equipment, and spare pm , ■ norts Q f rice, which 

dies have included the ; -"n on payment of 

amount to more than $ ’ , alleviate the current 

foreign debt obligations. Such measures might to the 

drain on foreign exchange but wou adveIse effect that this action 

balance -of-payments problem. In > . would add to the 

would have on much-needed foreign^hian^ . n internal politica l 

problem. These economic d ■ /pKIl seeking to focus 

maneuvers, with the Indonesian Communist Party (PKI) seehi g 

blame on the anti -PKI elements m the Cabinet. 

1. Inflation 

inflationary pressures in Indonesia^ Z7 i \ltZTJ 
months. Eetween September and 0 «e ^ per us $1, the lowest 

for the rupiah declined li om * rost-of-living index 

level in Indonesia's 14 years of independence, a The most Ml ^ ^ 

rose by about 90 percent during the past year g afeout two . 

were relatively steady for the first half of 1 964 they^ ^ ^ 

thirds following Sukarno's announcemen government's program 

= b d!s= d n * r 

^ 0 “*^^ hy about three times. 

of exchange remains at 45 rupiahs to US $1 , and the 
mte for import-export "transactions" is 250 rupiahs to US $1. 


S-E-C-R-E-T 
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Salaried workers have had some wage increases hut <■*, n 
far from comparable to the increase in 6 

from 5, 500 rupiahs a month for a hotel f a • j '• Avera S e wa S es range 
month for a university professor! U *° 14 ‘ ° 0 ° a 

expansion^ of ^the domest?/ ^one^upp^tVfma 6 IeSUlt ° f a “"tinuing 
deficits and a stagnation ■ a ^ 7 * finance government budget 

1963 the budje “as rboufb 1 ! 6 a b n tr griCUl * Ural P " 0d “« io "- * 

pcnditures of 1 55. 6 him™ r«X. Z/^oTl 

to be about 250 billion rupiahs with - th deflclt 1S expected 

Proposed budget figur esTo! 1 ,b eXP<mdlt “ res o£ 550 WU-" rupiahs. 3/ 
at 300 billion L f, 196 „? Sh ° W an even lar ger deficit, estimated ~ 

larger T*'™ “^‘-"necessitates even 

Malaysian confrontation ^ ^ ^.olu” * T* ‘*“ 

it:: he ;i:rv“ cr ct for a red “ tio - =i“r nd 
— ;/ 
available^ fo^con! umfdion^to ‘alleviate ^h ! 86 fl 

by the expansion of the money supply Ind'ustr PreSSUres caused 

decline because of shn-rta PP y ' 1 dustrial output continues to 

E r ^ 

agriculturai output during i 9 J beca^ ”^°X^r 
2 - Foreign Exchange Problems 

creafed^! g $ 2 h lVmUlitn m °sT S Petroleum, in- 
to 1963 . Earning^ 1 from sales™!! " * ““ ^ l0W ""corded 

Of high world market mice, a -creased to $12 miilion as a result 

the total valueTf^0 P r!! C :f S r a ule r rdri!^rr;are d r iOn - t Althou§h 

th — - 

likely to be hampered tv th ! -creases in export earnings are 
firms in P "‘™‘* *>»*«» 

those in the petroleum ind„«t ember a11 Brit ish investments other than 
control, and US investments^ try were placed under central government 

=:n!-5= • tr 
•- — - 

- 2 - 
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rip dined., but the resulting 
+ trade apparently has d ® c ^' ig64 cannot pro- 
Indonesian import trad ^ P merchand iBe iture s for services 

nprovement in th " exchange to coves _ , g £ore ign exchange 

L de the necessary fore g ^ Because Indon drawdowns can 

„d debt repayment obi g „ le vel and f external pay- 

eserves are already a are being made to 

.ardly be constdered, 

MntS ' drain on foreign exchange ^^ined 

to an attempt to reduce ^ ^ August that ^““'contracts for 
President Sukarno announc not sign any £ur t had and will 

.(sufficiency in foodstuffs, Sukarno's announcem ^ cM1 - 

self-suui from abroaa. however, because hroUg h 

th e purchase ot « effect on imports, h nd are valid tor 

have little immed __ Burma and T valued at about 

na -+Vt maior suppl iers vears have been Indo- 

tracts with maj in recent year lQ percent oi tne 

1965. 6/ imports oir £or ti program to 

ts r«*°**- <* **. nf mTu"s 

purchase of rice on "f^nnual' goal for ^“Significantly 

one-half of the S ove ™£ comI nitments ml Sukarn o' s announce- 

of rice. 1/ the «' requirements for ^“ 8 attained, however, i 

“ £oodB “ £fB 

£ “ ° fi the o declare a moratorium 

The rumored plan t admission of the s debt repay- 

„„ Id be the first public a en t obligations on $60 

debts would oe d£££icu lties. 8/ Curr th is total, almo * 

external payments million annually- n t from Com 

ments amount to about $ £es of military 9 F annually to 

million is for paV»“' » ti „, $ 15 Payments to 

munist countries. I econ omic assistanc $20 million per 

Communist countrie c e will amount 1 owe d to other 

the US for economic as remaining $156 ml 1 Monetary Fund, 

“ear during 1964-7 0. The w the international s tQ coun - 

countries of the ^J^t defaulted on any of ^ * countrl es have 
TO date, Indonesia h obligations to Co . o£ payments ha 

tries however and Communist 

1,01 a Tgr y eed on by the USSR, Poland. ^ eventu al return. 
b lta n an apparent effort to assur 


s . e _c-R-e-t 
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b Y declaring a 

the current d, mor *toriu m on dphf 

econ omic declinTH^ Xndotlt 

b ° ,h expenditures export receipts ar „ haSten “« the genera 

Ma laito' • n & ^ n donesla 1 <5 stern countripc ° n ass ist- 

^ la ysia ln September IqaV announca d economic * S redu ced 

a amount to only $l3 1 ?63 ‘ US aid prono^? ] COnfr °ntation of 

ln f ^cal year IQ J lll0n ' a sharp dron f f ° r fiscai year IqL 

With 1964 an d the P P fr °™ the *47 1965 

speCal 6Sia ' S withdrawal ' Q tended In fisc t *™ 

rectal agencies n„n„ 1 “one the tr N airi tiscai year 1Q 

t haS ^-PrognaJed p or fa " 111 be a ‘°PPed. Irom U N 

$6 million ha a u lor f nd °nesia bv c Approximate! v *44 • N 

Projects A been Panned but not ^ gencies of the T^* 

to be curtail a Ec ° no ™ic ^iTtZiT^ for other UN additi °». 
curtailed if i nd stance from West r- UN-s Ponsored 

plotnatic recognition. In to East German p““ y aIso is Ukoly 

miliion ” 1 2 /° n if / and f °r the first^ 8 * German >•<* to ZTZ £UU 

son. , — / Alth ough the r 9 months of 1944 a indone sia was 

source f 0r continn«n A Communist court ■ V64 arn °unted to *7 c 

grants of aid C^ v #COno “ 1 <= assistance Tt'w *” the «■»« i££ 
Problems. Communist a ch haVe n0t "“'ball, ™ ‘™ e of erisis, Bloc 
December. Of th • China extended a ased domestic ero 

pout this loan <t 1 n n a $50 millim i- c economic 

Cash extension but +u $1 ° mil Uon was . ™ * hne of credit 

Indonesia 1 s need. “ a “° Unt is of only tem "'; d ‘° be an immediate 

P rar y significance to 

Because Indonesia 

rr - — 

Third n7 p Z7r7Z S Z° f ° C “ S ii-atr me 13 "" ** ‘^ oTZilZ** 

Ad am Malik. „ ™ e hlmister Chaerul Salth A" 0 ™" Problem" 0 „ S 
from offi ce through moderate Influ M ‘ bi5t « * Trade 
would be taken over Tv Pressu re, it is prob^ T* ^ «»oved 
are under PKI iJnenleTT " Wh ° a « either Is ‘ ^ Portfolios 

■ ’ - “• *■ -r =£H= Ss a 

Political influence . 
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